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ACCOUNTANT’S RESPONSIBILITY 
TO MANAGEMENT IN PLANNING FOR 
RECONVERSION AND POSTWAR PROGRESS 


PART TWO 


By Harry E. Howell, Army Service Forces, 
Washington, D. C. 


AT the Regional Cost Conference of N. A. C. A, at Phila- 

delphia, November 29, 1943, the general outline of the prob- 
lem was developed. In this article the discussion will be continued 
from a somewhat different angle. 

It is perhaps true that much of the so-called postwar planning 
of individual companies consists of talk, of wishful thinking, of 
speculating on some new miracle product that will change the 
nation’s economy, and of many things, except a plan of action 
upon which work can be started. It seems necessary to attempt 
to bring thinking on the postwar problem down to a technique or 
process, at least so far as the accountant is concerned, which will 
enable him to start working rather than speculating. The Phila- 
delphia paper was published in the N.A.C.A. Bulletin for Decem- 
ber 15, 1943, and I do not intend to repeat it, but I do refer it to 
you as suggesting at least one way in which you can begin to go to 
work, and as a preliminary to this discussion. 

Very briefly, it suggested that the accountant work with the 
tools with which he is familiar—the financial statements—and 
by a series of projections of cash forecasts, profit and loss state- 
ments, and balance sheets, develop a full exposition of the out- 
look for each factor—controllable or uncontrollable—which con- 
tributes to the final profit or loss and to the solvency of the busi- 
ness. Thus the management may bring its abilities to bear on each 
specific problem—not necessarily to solve it, for that may be 
impossible, but to weigh and evaluate it and include it in the 
factors considered in planning. Such a program would provide 
a plan of work that would collect, coordinate, and correlate the 
thinking of the entire organization, and make the postwar plan an 
integrated whole. 
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Area To Be Considered 


Here I would like to carry this plan of action down a little 
further, so that we may try to specify the work each individual 
should do. The N.A.C.A., with its seventy-five chapters and 
15,000 members, embraces in its membership people who are doing 
all sorts of different jobs in cost accounting, from the most ele- 
mentary to the most complex. With those who keep cost records, 
distribute payrolls, price material deliveries, cost production, and 
do the hundred and one operations in cost accounting, it includes 
those who have the job of tying in cost accounting with financial 
accounting, and those who have the duty of interpreting cost ac- 
counting and financial statements, and using financial accounting 
and cost accounting techniques to assist the management in mak- 
ing decisions. In fact, it includes many a corporation chief execu- 
tive who has reached the top through the accounting end of the 
business. 

Therefore, the plan which was outlined in the December Bulletin 
means different things and different work for the individuals com- 
prising our membership. Because I feel that every single one of 
us will want to do all that he possibly can within the scope of 
his job and his abilities to get hold of the problem and to bring it 
under control, I believe that some indication of the particular job 
each may start to do will be helpful. The job specification must. 
start at the top (for there must be leadership), but there is no job 
in the entire range which cannot make its contribution if the objec- 
tive is clearly set forth. 

At this time let us concentrate on the contribution that can be 
made by cost accounting and cost control techniques. At a later 
date the vital contribution of financial accounting and analysis and 
the paramount influence on postwar management of taxes, tax 
reductions, and tax refunds will be discussed in an effort to bring 
consideration of these factors down into the every-day discussions 
and operations of the business. 


Job of the Cost Executive 
The most important thing that he can do is to develop the de- 
tailed plan under which he can use the particular function of 
business over which he has control to display to management the 
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problems, the trends, and the alternatives; éo:as to assist them in 
making decisions. 
There are two heey factors planning: the idea and the man- 
power to carry it out. In planning the cost program in all the © 
stages from its present status through various transitions to its 
peacetime form, it might be helpful to think of the work in four 
separate sections : 
1. Cost record keeping, 
2. Estimating costs, 
3. Applying accounting techniques to the control of costs, and 
4. Accounting for the cost of production and distribution. 


Too often these functions are not considered separately. The 
first three are often considered as by-products of the work done 
in accounting for the cost of production and distribution. To some 
extent they may be, but different considerations may underlie 
the raison d’étre of each and require use of different concepts of 
cost. In order to see that there is a clear distinction one must 
understand the different concepts of cost.* 

In the consideration of a program it must be borne in mind that 
the shortage of trained manpower will become worse, not only 
while the war is on, but for some time thereafter, as there will 
be no recruits from the schools and no partly experienced men 
available. 

Possibly we can arrive at the following decisions in planning the 
contribution of the cost system. 


Cost Record Keeping 

The recording of costs should be restricted to those which are 
required for reimbursement on government contracts or for reim- 
bursement by contractors. In other words, unless these costs are 
necessary to compute the selling price or the reimbursable amount 
there is little reason to carry them. Particularly is this.true of 
standard peacetime commodities. With few exceptions present 
mounting costs cannot now, in wartime, be reflected in sales prices 
under OPA regulations. In peacetime under competitive condi- 
tions, it is often equally impossible to pass excessive costs along 


* See 1940 N.A.C.A. Year Book, pp. 176-207. 
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to the customer. Under such circumstances, continually recording 
the in¢reasing cost in detail and by-products serves no useful 


_ purpose and ties up what little manpower is available. 


With prewar standards and the application of current variances, 
studies of actual cost may be made from time to time as needed. 
In most instances, this will suffice. It is quite likely that, once 
eliminated, the accumulation of actual costs on repetitive orders 
for peacetime products with established sales prices will not need 
to be reinstated. 


Estimating Costs 

The costs used in estimating jobs and figuring prices are very 
important. It is here that the use of cost data derived directly 
from the tie-in of the cost system with the financial records can 
produce misleading results, leading to loss of business or loss of 
margin. 

Much of the estimating today is governed by the formulas deter- 
mined under specific OPA price regulations or the MPR. There 
may be less chance of failure to comply therewith if the estimating 
clerk is not supplied with any other figures, even though the 
standards men may necessarily use other figures to measure per- 
formance. 

For management purposes, the cost executive should have two 
things to compute actual costs, when necessary, i.e., the prewar 
standards for labor, material, operations, etc., and the current ratio 
of variances. Having the prewar standards, he can at any time 
make special calculations to show the effect on the cost of a par- 
ticular product of the drift away from standard costs illustrated by 
the current variance accounts. But more important, he can have 
some measure of the standards which must be met when this war 
is over. They will provide an immediate measure, particularly if 
then adjusted for current spending rate variances, and they can be 
used immediately and before time studies and other surveys can be 
made. In other words, if the prewar standard costs are broken 
down into the quantitative elements and into the spending rate 
elements, the current spending rate can be figured on the prewar 
standard quantities, and this new standard immediately used to 
bring about a correction of inefficiency and of waste. It may be 
some time before the wage rate and other spending rate variances 
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come down to prewar levels (if they ever do), but a very great 
percentage of the excess cost today will be eliminated if we can 
get back to a normal standard of efficiency in the utilization of 
materials, men, and machinery. 

Using current ratios of variances it is possible to estimate 
the shrinkage of the original margin on current war work or to 
forecast excesses which might suggest repricing or renegotiation. 

When price controls relax, wage rates possibly become more 
flexible, and the possibilities of better efficiencies materialize, the 
need for distinction between the rates and standards used for 
estimating and the current rates and standards reflected by the 


cost system will be of prime importance. 
Accounting Techniques for the Control of Costs 


It is in this field that we may see the greatest forward develop- 
ment. We should not go back even to the best system measured 
by prewar standards. We have learned some things from our 
experiences during this war and one of them is that we can extend 
accounting techniques too far in building up cost controls. _, 

The processes, reasoning, and methods by which accounting 
techniques produce effective controls for management are per- 
fectly sound. The war has disclosed no better technique or 
approach, but it has shown the disastrous effect on control of 
costs of resumption of rule-of-thumb checks, personal observation, 
hit-or-miss studies, and over-emphasis on increasing production 
as a cost reducing factor. However, in preparing the reports, 
analyses, and controls produced by accounting techniques, it is 
possible that in converting them all into terms of money we went 
too far. Had we stopped just short of this point they would have 
been more effective. It would appear preferable to stop them 
at the point where the supervisor makes his decision, and state 
' them in the terms in which his decision must materialize—more 
men, less pounds, more gallons, less pieces, etc. Control reports 
can operate just as effectively and be more understandable if 
they stay in physical terms—men, machines, quantities, kinds, and 
pieces. 

In developing standard costs and variable budgets we have 
perforce analyzed the physical elements creating the costs. First, 
the quantitative elements: machine cycles, machine speeds, set-up 
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time, down-time, output per man, percentages of spoilage, per- 
centages of waste, quantities of material, process shrinkages, etc. 
Then the spending rate elements: wage rates, piece rates, material 
prices, scrap recoveries, and rates for supply, fuel, power, and 
repair costs, etc. Usually, in control reports, these elements have 
been converted into money and comparisons made at the end of 
the period. 

There have been a few variations. For example, these money 
budgets have been given to the foreman before the period began 
and some method has been devised to advise him fairly promptly 
either at the end of the day, week, or month of the expenditures 
actually made. 

Proposal Illustrated 

To illustrate the idea mentioned here I will discuss a plan now 
in the trial stage and ask you whether or not it does more effec- 
tively control costs— 

a. By giving information in terms of tangible things, 

b. By giving it to the man who must determine when and how 

many of these things are to be used, and 

c. By giving him this information in advance of the production 

month so that he can plan. 

Let us suppose we are dealing with a foundry and machine shop. 
We first plan our production schedule for the coming period. If 
we are working on a production month, the work must be com- 
pleted not later than the end of the week preceding the beginning 
of that month. The production schedule would be broken down 
into the requirement for finished goods and then worked back to 
the requirements for labor, for machine utilization, and for man- 


power. 

For the foundry a given number of tons of finished goods would 
be broken down to show the required cleaning labor, core labor, 
and molding labor by types of molding. Knowing how many tons 
must be sand blasted and how many tons tumbled, we know how 
many tumbling barrels and sand blasting machines will be in oper- 
ation and how many men it will take to run them. Knowing how 
many pieces must be cored, we can determine how many are to 
be made on machines and how many on the bench. Knowing the 
output, we know how many people it would take to produce the 
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cores. Similarly, knowing how many pieces of finished goods, 
plus the number which are necessarily going to be spoiled, are 
required to be molded, the types of machines to which they must 
be assigned, and the output per machine, we can determine the 
number of molders for each group. Our experience tells us that 
for the men engaged in direct labor there are a certain number 
of indirect men, such as men on the charging floor, men breaking 
out castings, laborers, etc. 

It should be possible to give the foundry superintendent a man- 
power budget showing the number of employees of each category 
which would be a standard for the output schedule for the ensuing 
month. He knows that his costs are going to be all right so far as 
labor is concerned if he keeps to this schedule. If he exceeds it, 
he knows at once that he is going to run up an excess labor cost. 

It seems to me that it is much easier for a superintendent to con- 
trol his operations when he knows that next month he is supposed 
to have fifty molders on the floor than it is when he is told that his 
direct molding labor was $16.32 a ton and that it should have been 
$15.19. 


Use in Controlling Other Cost Elements 


It would be possible to employ this technique for the major 
elements of cost of other physical units besides manpower. We 
can, for instance, determine the number of grinding wheels per ton, 
the number of sand blast nozzles per hour cf sand blast machine 
utilization, or the tons of pig, scrap, coke, and flux that should 
make up the melt. ; 

Many other items will suggest themselves to you, but it would 
not be wise to load up the superintendent with a tremendous 
mass of physical details, all of which he must control—certainly 
not as a regular routine. Many of these items would not reflect 
a very serious increase in cost if they ran out of line for a month 
or two, and if the reports are properly spaced so that he could 
concentrate on a few things at a time, probably more Would be 
accomplished than by flooding him with information which he 
could not use. On the other hand, if the shop is completely de- 
partmentalized, as many department or sub-department reports of 
this nature could be made as there were foremen to whom the 


detail could be spread. 
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From the production schedule for the machine shop we would 
determine the machine hours, and knowing the number of machines 
per man, we could determine the man hours. In the light of the 
normal turnover and absenteeism, we could plan the manpower 
budget for the machine shop. 


Use in Personnel Planning 

At the present time something of this sort would be extremely 
helpful in permitting the shop management to requisition the per- 
sonnel department for necessary labor. It is going to be equally 


important in reverse. If the management can be advised in ample’ 


time of the anticipated laying off of employees, they can decide 
whether or not it is wise to let skilled help go or whether an in- 
ventory investment would be justified, particularly in view of the 
tax situation discussed in more detail in the December paper. 

With a budget of productive workers required for the ensuing 
production period in the foreman’s hands, it seems possible to 
prepare a budget of the indirect workers, such as material handlers, 
set-up men, men in the shop supplies crib, tool cribs, etc. 

With such manpower budgets and schedules of major items of 
materials and supplies on hand before production starts, the super- 
visor has all the elements of cost control in understandable form 
in ample time. He needs no figures at the end of the period to 
tell him whether he has exceeded standard cost. 

Even with reports of this type, judgment must be used, with 
some understanding of the law of diminishing returns. Your 
supervisor can only do one or two things well at a time—his entire 
job is not cost control. He will do a much better job of cost con- 
trol if you will space the reports, cover only one item of cost at a 
time, and not give the same emphasis to minor items of cost as 
to the major items. 

I think a system of this kind is going to be particularly applicable 
after the war because we will have more competent manpower to 
handle it than before the war. I refer to the fact that many 
thousands of boys are coming back trained in the leadership of 
small groups. They have learned to take the initiative, carry out 
orders, to use judgment and discretion, and to get the best out of 
a group of men. It is not wise to try to turn these men into cost 
accountants or into figure-minded men, but there is no reason why 
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we cannot assist them to put their talents for leadership and con- 
trol to work by supplying them with key information in a form 
they can understand, which will make them more effective fore- 
men, superintendents, and managers. 

We can learn a lesson from the way the Army has been instruct- 
ing them, not from textbooks and long-winded lectures, but from 
moving pictures showing the work actually being done, followed 
by actually having the men do the work themselves. The more 
direct the human contact, the more effective will be the control. 

You will gather from the above that these ideas have not been 
developed into a complete system, but that we are testing and try- 
ing them to see what will develop. 


Additional By-Products 


If such controls can be used we may look to a substantial sim- 
plification of the accounts used in standard cost accounting. The 
spending variance accounts and the usage variance accounts could 
cover much larger groupings; instead of, for example, covering 
a production center, the labor usage variance accounts could con- 
trol a whole section of production centers. The detailed check up 
would be through the comparison of the actual payrolls and the 
manpower budgets. 

These variance accounts would then come much closer to being 
what they really are, namely, accounting devices which permit the 
stabilization of inventory prices and which give control over the 
adjustment of the valuation of inventory. : 

The next step would be to display the total sum of fixed charges 
so that the management can determine the most feasible method 
of recovering it, rather than to bury it so inextricably in the cost 
that it cannot be omitted from the computation of a sales price 
when occasion demands. 

This will give a better idea of how much money can be spent 
for selling and advertising in order to force sales above the break- 
even point, beyond which each unit of sales begins to make a profit 
because all the fixed charges are paid for. No sales unit can make 
a profit until that point is reached, and it is an accounting fallacy 
that shows that the first unit sold and the last unit sold carry the 
identical net profit. 
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Effect on Handling of Depreciation 


It might also give us an opportunity to handle depreciation the 
logical way. At the present time the idea that financial accounting 
and cost accounting must be tied in has produced situations in 
regard to depreciation which certainly are not logical. It may 
be that for financial reasons, tax reasons, or otherwise, certain 
depreciation rates have been used which have brought about a 
situation where there are no depreciation charges against machines 
still operating. Because there is no bookkeeping charge for de- 
preciation, there is often no depreciation charge in the cost. If it 
were true that selling prices are established from cost. there could 
be low selling prices until the machinery did wear out and had to be 
replaced. Then suddenly there would be a cost possibly sub- 
stantially in excess of selling price. Regardless of what financial 
accounting shows, schedules of the physical assets employed in each 
production center should be kept up to date and a realistic estimate 
made of depreciation. This should be stated as a cost per unit at 
a given level of production and shown separately so that the man- 
agement can know when they are recovering it and can use their 
judgment in deciding to take an order in which it is not recovered. 

It will enable old-time companies who bought their own equip- 
ment to measure and determine to what extent they can meet 
the competition of companies who may buy government equip- 
ment at bargain prices and to determine whether or not they must 
consider some part of the depreciation unrecoverable in selling 
prices. 
Accounting for the Cost of Production and Distribution 


It is in this field, in which the actual material, labor, and ex- 
penses are taken up in our accounts and reflected in the inventory 
and cost of sales, that we might expect that there would be little 
change. Yet I wonder whether we have succeeded in the attempt 
to get men who are sufficiently shop and engineering minded to 
handle the cost control system, and at the same time are sufficiently 
good accountants to make the necessary entries to put the actual 
costs on the books and to do so with some idea of how these 
entries will affect the profit and loss statement and the balance 
sheet. I am wondering whether in an attempt to find such an all- 
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round man we have not fallen in the middle and obtained neither 
a good cost control man nor a good accountant. I am inclined to 
believe that accounting for the cost of production and distribution 
calls for one skilled in accounting theory who thoroughly under-— 
stands the nature of the balance sheet and the effect of his entries 
on inventory valuation, and one who can prepare profit and loss 
statements which clearly disclose the actual cost of sales, the 
fluctuation in the flow of fixed charges into the profit and loss 
account as inventory investment changes, and the losses and gains 
arising from manufacturing efficiencies, from varied utilization 
of capacity, from inventory repricings and adjustments, and from 
other extraneous factors which have nothing to do with the basic 
margin on goods sold. 

. From the point of view of financial control of costs there is 
need of much greater disclosure than is given in the conventional 
profit and loss statement, and it will require sound accounting 
knowledge to prepare more adequate statements. 


Manpower 

The manpower situation will be even more difficult before the 
war is over. I have felt since the start of the war that there 
would be no men left to work on cost accounting who are of mili- 
tary age and that every effort should be made to replace with 
women. However, the pay rate in the cost department of most 
companies does not attract them so much as the piece rates or the 
special hours involved in the manufacturing departments. As a 
result, not too many women have been attracted to this field. There 
will be a shortage of trained manpower for some time after the 
war. There have been few boys left in the schools, and many of 
the men coming back will not want to study elementary account- 
ing. 

In considering what kind of a cost system we are going to have 
in the postwar period we must consider the manpower available 
to operate it. It is for that reason that I feel we should adapt our 
techniques and procedures to take advantage of the fact that there 
will be many men back from the Services trained in the qualities 
of leadership and initiative, and it is our job to train them to con- 
trol costs by capitalizing on these qualities rather than by attempt- 
ing to turn them into accountants. 
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Education and Re-education 
Many companies will find it profitable to run re-education 
courses. A great deal of work can be done now by the chief ac- 
counting executive in preparing some combination of a basic cost 
accounting course with an adaptation of it to the details of his 
own business. Employee education has been neglected. There 
has been a lack of indoctrination of cost department personnel in 
the importance of their work. The most elementary job in the 
cost department or in the time keeping department is fundamental. 
It is the duty of the accounting executive to make this clear to the 
personnel, and it is the duty of each individual in the cost depart- 
ment to understand the part which he plays. Cost accounting is a 
structure, and its source material is its foundation. If the various 
source materials such as the time reported on the job, the num- 
ber of pieces reported finished, or the first pricing of the material 
delivered slips are incorrect, then all the rest of the work, increas- 
ing as it does in complexity and cost, is wasted. Cost accounting 
produces little spontaneous enthusiasm, and the only way to in- 
spire intelligent interest is to give each person some vision of what 
it is all about, to show them where they fit into the picture and why 
their work is important—important because it enables the company 
to produce more goods more cheaply so that more people may 
enjoy the benefits of productive capacity and, in so doing, more 
people may be employed. If we can do this we learn a secret em- 
bodied in the fable of the wise man who, seeing three men doing 
identical work with attitudes ranging from apathy to enthusiasm, 
asked them what they were doing. One said he was cutting stone; 
the other said that he was earning eight rupees a day; the third 
said he was helping to build a beautiful cathedral. 

The most elementary job in the cost department cannot be well 
done by one who is just placed on the job without being given 
any background of what he is doing. He cannot do as good a job 
as one who knows something about the company’s products, what 
they look like, what markets they are sold in, how they get to the 
consumer, what the selling prices are, what the competition is, and 
what the trade practices are. If the business is competitive he can 
be shown how employment or lack of employment may well depend 
upon the care with which he does his work. 
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To make progress there has got to be some light ahead. It is 
the duty of the accounting executive to see that the process of edu- 
cation of the personnel is not neglected and that they are oriented 
and made to feel that no matter how routine and monotonous the 
work may seem to be, it is a necessary contribution to the well- 
being of the concern, and that its mastery holds a future. 


Principles of Cost Accounting 


There is one responsibility we share jointly. As members of a 
profession we have a duty to develop a set of principles as a foun- 
dation for the work which we do. Most professions have gone 
through a period in which the good sense of the people has been at 
work until some level—what you might call a common law of the 
profession—has developed. Then the conclusions and results are 
studied and the principles evolved which underlie them. It was 
not so many years ago that the American Institute of Accountants 
began the enunciation of accounting principles which has done so 
much to build the reputation of the accounting profession and 
which has been so useful in recent years in solving the many prob- 
lems which have arisen under sundry regulations. 

Cost accounting is relatively new. We have gone to work pro- 
ducing results without clearly enunciating the principles underlying 
the things that we do. The war has shown us the need for a clear 
enunciation of cost principles. 

In the determination of cost for fixed-price contracts or for cost- 
plus-fixed-fee contracts, it became evident very quickly that to use 
the term “in accordance with generally accepted cost accounting 
principles” would be practically meaningless. Therefore the Serv- 
ices and other government agencies have had to develop at least 
tentative statements of these principles. 

We have, to name only a few, the War Department Procurement 
Regulation No. 15, the War Department Termination Accounting 
Manual for Fixed-Price Supply Contracts, and the Manual for 
Administrative Audits for Cost-Plus-a-Fixed-Fee Supply Con- 
tracts. An early government attempt to clarify and enunciate cost 
principles was T.D. 5000, and a later development from that (in an 
attempt to make these definitions accord more nearly with business 
practice) was the so-called Green Book, the “Explanation of Prin- 
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ciples for the Determination of Costs under Government Con- 
tracts.” 

I think the time has come for cost accountants to work out a 
statement of the basic principles of cost accounting. There would 
not be very many, although the application of these principles 
would be legion. 

We in N.A.C.A. should immediately start to work on this job 
because these principles should be established and enunciated before 
we come into the period after the war when the demand for cost 
systems will be such that they will be reinstalled in practically 
every business. 

Such a clarification and codification of basic principles will be 
a great service to industry, as it would help to assure that cost 
systems were installed in accordance with principles which meet 
the tests of good accounting and of satisfactory cost controls. 
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